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From: Robert G. Seabrooks, Assistant Inspector General for Auditing

Subject: Audit of SBA’s FY 2000 Financial Statements

Pursuant to the Chief Financial Officers Act of 1990, attached is the Independent Auditors’
Report issued by Cotton & Company LLP.  They concluded that the financial statements present fairly,
in all material respects, the financial position of SBA as of September 30, 2000, and 1999, and its net
costs, changes in net position, budgetary resources, and financing for the years then ended in conformity
with generally accepted accounting principles. 

The section on SBA’s internal control structure discusses reportable conditions related to the
financial reporting process and the agency-wide security program.  The section on compliance with laws
and regulations discloses no instances in which SBA’s financial management systems did not
substantially comply with the requirements of the Federal Financial Management Improvement Act of
1996.  Additionally, no instances of noncompliance with other laws and regulations were identified in
this section.  The auditors found other management and internal control issues that will be communicated
in a separate management letter.

SBA management stated that it would work to maintain this high standard while making SBA
even more efficient and effective in serving the needs of the nation’s small businesses. They also stated
they are working to eliminate the reportable conditions on the financial reporting process and controls
over agency information systems.  The findings in this report are based on the auditors’
conclusions and the report recommendations are subject to review, management decision and
action by your office, in accordance with existing Agency procedures for follow-up and
resolution.  Please provide us your proposed management decision on SBA Form 1824,
Recommendation Action Sheet, also attached, within 30 days.  

Should you or your staff have any questions, please contact Robert G. Hultberg, Director,
Business Development Programs Group at (202) 205-7204.

Attachments





In accordance with Government Auditing Standards, we issued separate reports dated February
23, 2001, on SBA’s internal control and compliance with laws and regulations.  Our reports on internal
control and compliance are an integral part of an audit conducted in accordance with Government
Auditing Standards and, in considering audit results, these reports should be read together with this
report. 

COTTON & COMPANY LLP

February 23, 2001
Alexandria, Virginia





following paragraphs, involving the internal control and its operation that we consider to be
reportable conditions. 

FINANCIAL REPORTING PROCESS

During FY 2000, SBA significantly improved internal control over its financial reporting
process; further improvements are, however, still needed.  In our FY 1999 audit report, we stated
that SBA’s financial reporting process did not ensure that its financial statements were free of
material misstatements.  As a result of that finding and our related recommendations, SBA
developed and implemented an automated financial reporting system that significantly improved
the accuracy and efficiency of the financial reporting process.  Thus, we do not consider the
financial reporting process a material weakness. 

We did, however, note a reportable condition.  Processes and procedures are not
adequately documented, and a fully effective quality assurance process is not in place.  Because
of this condition, errors occurred, some of which we highlight below:

• SBA did not properly account for prior-year re-estimates in determining the
adjustment for the FY 2000 subsidy re-estimate.

• SBA’s reported amount of guaranteed loans outstanding was not correct, because
its system truncates amounts.

• SBA did not properly prepare for the accounting effects associated with this
year’s loan asset sale.

We recommend that the Chief Financial Officer (CFO) continue SBA’s efforts to
improve the financial reporting process by:

• Completing documentation for all aspects of the financial reporting process,
including preparing journal vouchers; calculating loss allowances; preparing and
updating trial balances; preparing financial statements and footnotes; and updating
the chart of accounts, transaction descriptions, Standard Operating Procedures,
and guidance for conducting quality assurance reviews.   

• Preparing consolidated agency-wide financial statements on a quarterly basis. 
This will allow SBA to identify and resolve issues and problems prior to yearend.

AGENCY-WIDE SECURITY PROGRAM

During FY 2000, SBA significantly improved internal control over its information system
environment.  Thus, we no longer consider information systems as a material weakness in the FY
2000 SBA financial statement audit.  During FY 2000, SBA continued to build on its FY 1999
improvements and accomplished several important milestones.  Even with this progress, however,
full implementation has not yet been achieved.

SBA has developed an entity-wide security program that provides a framework for
managing risk, developing security policies, assigning responsibilities, and monitoring the adequacy
of computer-related controls.  We consider the framework a good start toward providing the
necessary security program to protect and secure SBA’s information technology environment. 
The security-monitoring program is not, however, fully implemented, and, thus, we consider this



area a reportable condition.  SBA’s Office of Inspector General will issue a separate report titled
Audit of SBA’s Information System Controls, FY 2000 that will detail our findings and
recommendations in this area. 

We recommend that SBA continue its efforts toward full implementation of an agency-
wide information system security program. 

In addition, we considered SBA’s internal control over Required Supplementary
Stewardship Information by obtaining an understanding of the agency’s internal control,
determining if these internal controls had been placed in operation, assessing control risk, and
performing tests of controls as required by OMB Bulletin No. 01-02 and not to provide assurance
on these internal controls.  Accordingly, we do not provide an opinion on such controls.

Finally, with respect to internal control related to performance measures reported in
Management’s Discussion and Analysis, Performance Goals and Results, we obtained an
understanding of the design of significant internal control relating to existence and completeness
assertions, as required by OMB Bulletin No. 01-02.  Our procedures were not designed to provide
assurance on internal control over reported performance measures, and, accordingly, we do not
provide an opinion on such controls.

This report is intended solely for the information and use of SBA management, OMB, and
Congress.  It is not intended to be and should not be used by anyone other than these specified
parties. 

COTTON & COMPANY LLP

February 23, 2001
Alexandria, Virginia





This report is intended solely for the information and use of SBA management, OMB, and
Congress.  It is not intended to be and should not be used by anyone other than these specified
parties. 

COTTON & COMPANY LLP

February 23, 2001
Alexandria, Virginia





REPORT DISTRIBUTION

Recipient No. of Copies

Acting Administrator ....................................................................................................1

Acting Associate Administrator
  Office of Congressional & Legislative Affairs .............................................................1

Associate Administrator
  Office of Financial Assistance.....................................................................................1

Associate Administrator
  Office of Disaster Assistance......................................................................................1

Chief Information Officer..............................................................................................1

Chief Financial Officer..................................................................................................1

Acting General Counsel................................................................................................2

General Accounting Office............................................................................................2


